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- MY 022002

?@ruéﬁ;ﬁdﬁq?ﬁtiéﬁ - I.D. Number:

Contact Telephone Numbers:
Ext @B Phone

, FAX

Dear Sir or Madam:

We have considered your application :q:_:gtognition of exemption from
Federal income tax under the proviﬁigns;pf section 501 (c) (3) of the
Internal Revenue Code of 1986 and its applicable Income Tax.
Regulations. Based on the aveilable ‘information, we have determined
that you do not qualify for the reasons set forth on Enclosure I.

. . .
Consideration was given to whether you qualify for exemption under
other subsections of section 501(c) of the Code. However, we have
concluded that you dc not qualify under another subsection.

As ‘your organization has not established exemption from Federal income
tax, it will be necessary for you to file an annual income tax return
on Form 1041 if you are a Trust, or Form 1120 jfL you are a corporation
or an unincorporated association within 90 days of the date of this
letter. Contributions to you are not deductibie under section 170 of

the Code.

If you are in agreement with our proposed denial, please sign and
return one copy of the enclosed Form 6018, Consent to proposed Adverse

Action.

You have the right to protest this proposed determination if you33~
believe it is incorre:t. To protest, you should submit a written
appeal giving the €acts, law and other information to support your
position as explained in the enclosed publication 892, “Exempt
Organizations A procedures for Unagreed I1ssues.” The appeal must
pe submitted withu.. ©) days from the date of this letter and must be
signed by one of your principal officers. You may request a hearing
with a member of the office of the Regional Director of Appeals when
you file your appeal. If a hearing is requested, you will be
contacted to arrange a date for it. The hearing may be held at the
Regional Office oI, if you request, at‘any’mutually‘convenient
District Office. 1f you are to be represented by someone who is not
one of your principal officers, he or she must file a proper power of
attorney and otherwise qualify under our Conference and Practice
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Facts:

A review of your file shows you are a.non-pr fit corporation in the
‘  as of -l . »Your Articles of

Incorporation state that yogifébjectiVe”'S*tofdévelbp and manage

affordable housing and engage in any activ. y incident thereto.

Your current Articles of Incorporation do not bear ‘a proper
dissolution provision required under section>501¢(c) (3). An Agreement
to Amend signed on ‘states that you will include such
required provision in your Articles of 1l rporation. You also
submitted a copy” of the R proposed amendment to the
Articles of Incorporation, whicu includes an'_;additional purpose to
support the housing mission of ] ("Gl ) and
a proper dissolution. However, we have not received either amendment
showing the filed date stamp from the State office.

The First Amended and Restated Limited ‘Partnership Agreement executed
(the “Partnership Agreement”) of tue
(the “Partnership”) shows you own @B : interest

()
(R ), and S
) each own (% interest in the Partnership.
The Partnership Agreement defines &R, ooeeemnl, WSS 2nd yOU
as General Partners. Together s, R, and g ovn the
majority of the general partnership interest, @, and hold the
majority vote of all general partners.
is the EENNSTISSSNEEE vith $ interest in the

and

S W)

Partnership. =
The Partnership Agreement states the sole purpose of the Partnership
is to acquire, improve, hold, lease, operavte,‘maintain, repair and
manage the Development, and finance the foregoing activities through
debt and/or equity, and otherwise deal with ‘the Development.
Development means the W dwelling unit residential housing development
located in wim buildings on (NSNS D SEEEE

section 6.9 of the partnership Agreement provides that the Partnership
shall be under the exclusive management and control of the General
partners.. However, it further states that during any time there is
more than one general partner, all powers, duties, obligations of the
General Partners hereunder, including any action, decision, consent,
or approval, shall pe exercised, discharged, taken, or made only as
set forth Article VII.
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Sections 7.1 and 7.2 of Article VII name - Uy, :nd
as the Managing General Partners. section 7.2 provides that

the Managing General Partners shall manage the affairs of the
partnership that arise in and are a part of the ordinary course of its
business, and who shall oversee_ all tax and financial responsibilities.
These two sections further state that all powers delegated to the
Managing General Partners consistént with other provisions in this

- Agreement may pe exercised by them notwithstanding any disagreement OI
protest by any remaining General Partner. B/ —, and

are collectively referred ‘to as the Managing General
pPartners. B ' :

section 4.4 of tbé partnership Agreement provides tax credit shortfall
and recapture adjustments. Section;4}41d) states that in the event
the >artnership fails to pay the excess credit adjuster amount to the
Limited Partner,'then the General pPartners and the Shareholder shall
pay suih excess amount to the Limited Partner. Shareholcder means

, a shareholder and the President of @R (section 7.7).
section 4.4(e) states if the completion date, the colnstruction loans,
and the tax credits are nct met as projected, the General Partners
shall purchase the Limited Partner’s interest.

section 7.6(a) provide3 that the Managing General Partners
unconditionally guarantee to the Limited Partner and to the
partnership the completion of construction of the Development and the
satisfaction of all requirements of the Lender of the Permanent Loan.

section 7.6(b) provides that the Managing General Partners
unconditionally guarantee to the Limited Partner and to the
partnership the payment of all the partnership’s debt service,
operating expenses, and reserve requirements. |
section 7.6(c) provides that the Managing General Partners will
fulfill their guaranty obligations under (a) and (b) py making
advances to the partnership of all funds...

Your S statement states that you agree to comply with the
requirement described in Revenue procedure 96-32. However, there is
no provision in the partnership Agreement that specifically describes
your individual role or authority as a General Partner. Your

jetter states that you are not obligated to indemnify the
Limited Partner under section 4.4 or any other sections in the
partnership Agreement excepting only when and if the development fee
is reduced as a result of lower capital contributions being
contributed to the project.
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Section 2.4(a) of the Partnership Agreement states that al is granted
the right of first refusal to purchase;tbe'Devélopment at the earlier
of (a) the expiration of the compliance, period or (b) the date the
partnership sells, assigns, or otherwisé disposes of the Development.
However, the Notice of Right of First, Refusal shows you have the right
of first refusal to purchase the Dev,elo,pmen_t‘ after the ‘compliance
period. - e

The Partnership Agreement and the DeveIépxhefht;[Sériiicés Agreement show
that Nﬂ-ﬂiswthe sole developer
and is paid SUNENEER. SR, VR, and g 21e general
partners of 2 - EENE RS

The Incentive Agreement shows SR is also hired as the manager of the
partnership and is paid an annual incentive management fee in an
amount egqual to Wl: of the maximum amount of the Partnership’s cash
flow. The term of this agreement shall continue until the end of the
partnership unless the manager is no longer the General Partner of the
partnership. @' s duties as the Manager are monitoring the
management and day-to-day operations of the Partnership and its assets;
and investigating and making recommendations with respect to the
selection of and conduct of relationship with consultants and
technical advisors (including, without limitation, accountants,
attorneys, corporate fiduciaries, escCrow agents, depositaries,
custodians, agents for collection, insurer, insurance agents and banks
or other lenders), and persons acting in connection with the
management and administration of the partnership. Also, refer to
sections 7.4 of the Partnership Agreement. .

You submitted pages 1 and 2, and the signature page of the A
- Memorandum .of Understanding (the *1997 Memorandum” ) entered into
between Ul and you, which states that OB receives W of all+fees
payable to the General Partners. Your . letter states

that you receive the remaining WR% of the fees.

Your ~letter states that your sole activity is not
just to act as a General Partner but also to share the development
fees, the incentive fees, and other fees with the Managing General
partners, which enable you to further your charitable purposes by
developing more low-income housing projects in

The W Memorandum not only mentions

( ) in which you will also own &% and
e will own &% of the general partner interest but indicates that
4 z2nd agree to allow you to create an entity to
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serve as general partner. ~When asked. about the second partnership,
your NSNS 1ctter states that such

partnership has not been formed as of 'and most likely

will never be formed. ' '

The B Memorandum also states that the A :grees to
make a charitable contribution to YOu"5'£6r-";'$— for day care
services; however, the “Restatement 'and Confirmation
Agreement states that the Partnership ‘is.the donor of a Y
contribution and the donee is the W e Donation Agreement between

and the Partnership provides ‘the, same;commitment as shown in the
S Restated and Confirmation Agreeme SRS -

The @# Memorandum states. that .you Qi,i; ‘be- i'x.‘e‘d‘ ""r.o-, proVidé. property
management services for the Partnership.

: . However, the agreement
entered into between Wil and the partnership :shows that the Sl is the

Property Management Agent. @EP is paid SR of actuial income

collected and an incentive management fee of @B of actual income

collected for any monthly period in which’occupancy exceeds SRS .

s y

The_ service Agreement betwee.. @l and the Partnership
states as an inducement for @R to provide social services to
residents, the pPartnership is willing to adnit you, an affiliate of
W as 2 general partner; and (N is willing to provide said
services to the tenants in return for said general partnership
interest. The social services include but not limited to recreational
facilities, Head Start, day care, and educational programs.

Your Form 1023, Part 1I, question 2, states your sources of support in
the order of size are development fees, management fees, donation, and
investment earnings. Form 1023, Part IV Financial Date shows that
your support from QB to @B was from investment and fees only, and
your expenses consisted of a one-time commission to one of your
directors, profe,ssional fees, filing fees, and losses from the
pPartnership. -

Although your Articles of Incorporation, Bylaws, and Form 1023 dc not
mention any relationship you have with i}, Your SR lctter
states that @ :nd you share the same board members and that the twc
entities were actively involved in the formation of the partnership.
You also state that P rat rially participates in the day-to-day
operation; therefore, it can be argued that you run the daily
operation because @ and you have the same governing board. You
state that the courts have ruled that in the production of low-income
housing there will pe collaboration between exempt entities and for-
profit investors.
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Your _ jetter states that the term of a limitec
partnership that specifies the conditions for. receipt of limited
partner equity funds for the developmgntvof'lowfincome housing
projects are similar to the terms~o§;q"1epder'ﬁ loan agreement for
debt financing. ~ Your letter also'btatps3tbat_iny:éality, any lender

providing funds to,a'tax—exempt’bcgro er has. as much or more control

over the project and the borrower

nan theilimited partner of ‘a tax
credit partnership. - T SRR el

Law: -

Section 501(c) (3)iof the Internal'Revéhgéltbdévprovides for the
exemption from federal income taX"of drga izations organized and
operated exclusively for charitable'andfeducational purposes.

Section 1.501(c)(3)-1(a)(1) cf the Income Tay Regulations states that,
in order to be exempt as an organization-described in section

501 (c) (3) of the Code, an organizatibnfmust pe both organized and
operated exclusively for one oI more of the purposes specified in

such section. If an organization fails to meet either the

organizational test or the operational test, it is not exempt.

Section 1.501(c)l3)-1(c)(1) of the Regulations provides that an
organization will be regarded as voperated exclusively" for one or
more exempt purposes only if it engages primarily in activities which
accomplish one oI more of such exempt purposes specified in section
501 (c) (3). An organization will not be sO regarded if more than an
insubstantial part of jts activities is not in furtherance of an
exempt purpose. i
Section 1.501(c)(3)—1(d)(1) of the Regulations provides, in part,
that an organization may be exempt under section 501 (c) (3) of the
Code if it is organized for charitable purposes. However, it is not
organized oOr operated exclusively for a charitable purpose unless it
serves a public rather than a private interest. Thus, an
organization must establish that it is not organized or operated for
the benefit of designated individuals. .

Section 1.501(c)(3)-1(d)(2) of the Regulations defines the term
wcharitable” in its generally accepted legal sense and it is not
limited by the separate enumeration of exempt purposes in section




501 (c) (3) of the Code. The term,inéludes;relief of the poor and
distressed. ‘o A aN

Application :of Law:

In Redlands Surgical Services;*v.ﬂcdmmLSSioﬁef} 113 T.C. 47 (1999),
the Tax Court holds that a nop—profit5wbqllygownéd‘subsidiary.of
Redlands Health Systems (a sectiodf5Q11C)(3{7drganization) operates
for impermissible private benefit'whénflngedesiéfféctive control
over partnership operations to*privéte*parties..'The organization's
sole activity is participating as'coégeneral‘partnér_with a for-
profit corporation in a partneréhip.tbatioﬁns and operates an
ambulatory surgery center. An atfiliate of ‘the for-profit partner is
the manager of the surgical center. 1t -receives a 6% management fee
under the management agreement. | ‘

After a thorough analysis of the all of?tﬁe'operating agreements
entered into by the petitioner, the Court reached the following
conclusions: : ,

wBased on all of the facts and circumstances, Wwe hold that
petitioner has not established that it operates exclusively
for exempt purposes within the meaning of section 501 (c) (3).
In reachirg this holding, we do not view any one factor as
crucial, but we have considered these factors in their
totality: The lack of any express or implied obligation of
the for-psofit interests involved in petitioner's sole
activity to put charitable objectives ahead of non
charitable objectives, petitioner's lack of voting control
over the General Partnership; petitioner's ljack of other
formal or informal control sufficient to insure furtherance
of charitable purposes; the long-term contract giving SCA 3
Management control over day-to-day;operations as well as a
profit—maximizing incentive; and the market advantages and
competitive benefits secured by the SCA affiliates as the
result of this arrangement with petitioner. Taken in their
totality, these factors compel the conclusion that by ceding
effective control over its operatiqns.to-for-profit parties,’
petitioner impermissibly'serves private interests”.

In Housing Pioneers, Inc. v. Commissioner, T.C.M. 1993-120, aff’d 58

F. 3d 401 (Sth Cir. 1995), the Court holds that the organization,
which participates in a limited partnership as a co-general partner,
_is precluded from exemption where investors privately benefit from
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the arrangement. The opinion notes that the Plumstead case, cited
below, does not apply because it differs factually.

In Plumstead Theatre Society, Inc..V. Comwissioner, 74 T.C. 1324
(1980). 675 F.2d 244 (9% Cir. 1982), .the Court holds that an
organization’s participation as a general partner in a limited
partnership will not adversély:affg¢t$£§s{tax-exempt status under
section 501(c) (3) of the Code, - Important’to the’'holding is that (a)
the transaction is at arm’s length,.(b):the general partner is not
obligated to return capital to the investors:out of its own funds,
and (c) the limited partners~baveﬁndfcbhtioifbvet'the way the
organization managed its affairs, S

In Moline Properties, Inc. v. Comm ssioner, 319 U.S. 436, 438 (1943),
the court holds that for federal 'income:tax.purposes, a parent
corporation and itégSubsidiary”aré;sepaxate"taxable entities so long
as the purposes fér which the subsidiary is incorporated are the
equivalent of business activities or. the subsidiary subsequently
carries on business activities.: ‘ R -

In Britt v. United States, 431 F..2d 227,234 (5% Cir. 1970), the
‘court emphasizes that where a corporation is organized with the bona
fide intention that it will have some real and substantial business
fanction, its existence may not generélly be disregarded for tax
purposes.

In Harding Hospital, Inc. V. United States, 505 F.2d 1068 (6" Cir.
1974), the court holds that the benefits derived from the contract
with a medical partnership composed of seven physicians constitute
sufficient private benefit to preclude exemption. The court points
out that although the non-profit hospital has an independent board of
directors, the contract gives the physicians control over care of the
hospital’s patients and the stream of income generated by the patients

while also guaranteeing the physicians thousands of dollars in. payment
for various supervisory activities.

In Leon A. Beeghly V. Commissioner, 35 T.C. 490 (1960), the Court
holds that a charitable trust is not entitled to exemption where it
engages in transactions which benefit private individuals even though
the transactions are also beneficial to the trust.

In Westward Ho V. Commissioner, TCM 1992-192 (1992), the court holds

an organization created by three restaurant owners to provide funds
to “indigent and antisocial persnns” to enable them to leave

Burlington, Vermont, does not qualify for exemption even though it
provides direct wassistance” to members of a charitable class. The
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Tax Court concludes that the organizatiop'S'true purpose is to
provide its creators with a more dgsirable business environment by
removing disruptive homeless persons from the area.

In est of Hawaii V. Commissioner}”?}j?,C;;1067j11979), several for-
profit est organizations exert significant indirect control over est
of Hawaii, a non-profit entitygtthfquhQCéntracpdal arrangements.

e Tax Court concludes that the fo —profits are .able to use the non-
profit as an » instrument” to_fu:thé;_tﬁéifﬁfbr+profit'purposes._
Neither the fact that the fo:fprofiti}l;;k“%trpctural control over

the organization nor the fact that amounts:pald to the for-profit
organizations under the COntractsﬂé;Q?:ga;onablevaffected the court’s
conclusion that est of Hawaii doeS”nbtﬁqﬁalify as an organization
described in section 501 (c) (3) of the Code. '

In American Campaign Academy v;:Commissxonér,.92 T.C. 1053 (1989), an
organization conducts an educational program for professional
political campaign workers. 1t furnishes classrooms, materials, and
qualified instructors. Admission is through a competitive
application process. The Tax Court”concludes that the true purpose
of the admittedly educational activity is:to benefit private
interests (Republican candidates) byfproviding them with trained
campaign workers. The Court states: ,

“Secondary benefits which advance a substantial purpose
cannot be construed as incidental to the organization’s
exempt purpose. Indeed, such a construction would cloud the
focus of the operational test, which probes to ascertain the
purpose towards which an organization’s activities are
directed and not the nature of the activities themselves.”

In Better Business. Bureau of Washington, D.C., Inc. V. United States,
326 U.S. 279, 283 (1945) the Supreme Court holds that the presente of
a single non-exempt purpose, if substantial in nature, will destroy a
claim for exemption regardless of the number or importance of truly
exempt purposes.

Revenue Procedure 96-32, 1996-1 C.B. 717 provides published guidance
on the qualification under section 501 (c) (3) for organizations
engaged in low-income housing. This Revenue procedure provides that
an organization will be considered to relieve the poor and distressed
if it establishes that 75 percent of the units are occupied by
residents that qualify as low-income and that either (a) 20 percent
of the units are occupied by very low-income residents or (b) 40
percent of the units are occupied by residents that do not exceed 120
percent of the area’s very jow-income limit.




management services toathQ'LLC}

In Revenue Ruling 98-15, 1998-1 C;§g17i8 'S
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5-1 and 85-2, 1985-1,C;B.#177, 178, set out a two-
part test for determining whether an organization’s activities are
lessening the burdens of the government‘ “First, it is necessary to
determine whether the government unit.considéred the activities of
the organization to be its burden. ‘The second part of the test is
whether these activities actually lessen the burdens of the
government. However, engaging in an activity sometimes under taken
by the government of an expression of approval by the government is
insufficient to establish a burden of the government. Whether the
organization is actually lessening the burdens of the ¢ vernment is

determined by considered all relevant facts and circumstances.

Revenue Rulings 8

Discussion:

et

Section 501(c) (3) of the Code sets forth two main tests for
qualification for exempt status. An organization must be both
organized and operated exclusively for purposes described in section
501 (c) (3). You are considered meeting the organizational test because
you have agreed to amend the Articles of Incorporation to include the
proper language under section 501 (c) (3). You must, however, also
satisfy the operational test. The key requirement is that an
organization be operated exclusively for one or more exempt purposes.
An organization is not operated exclusively to further exempt purposes
unless it serves a public rather than a private interest.

Historically, the Service did not recognize general partners in
limited partnerships as exempt from federal income tax under soction
501 (c) (3) because the inherent conflict_with_operating for the benefit




of investors and operating exclusively’for charitable purposes.
Following .the case of Plumstead, :the Service loosened its approach to .
the exemption.of orgahizations-au;in§f ngeneral*pa:tnefs;in‘limited‘
partnerships. Our guidelines require:that we scrutinize the .
relationships of the partners tof&ésﬁ:eg;hat,thegéxempt;general

partner can operate exclusively'for’ aritable purposes.. -

Our concerns are not just on the ‘Limited Partner but also on the o
Managing General Partners and théirzaff;liaterllll;fOur concerns are v ,“f
based on the grounds that the Partnership ‘into which you have entered: D
(1) does not place charitable obje¢tives_ahead of profit objectives;

(2) is subject to control by the”fbr—profit;paftners) and (3) has a

substantial purpose of obtain development fee, incentive management

fee, tax credits, and other benefits for the for-profit partners and

their affiliates.« ' ' T

One problem with ‘the Partnership Agreement is the lack of any
obligation of the for-profit partners to place any charitable purpose
of the Partnership ahead of their commercial objectives, which is a
key factor in Redlands and Rev. Rul. 98-15, The Partnership Agreement
is silent with respect to any charitable purpose. As discussed below,
the Partnership Agreement is instead designed to maximize and protect
the economic interests of the GBM, the Managing General Cartners, and
the Limited Partner.

We do not agree with your analysis that a partnership agreement is not
different from a loan document. Housing Pioneers, Redland, and Rev.
Rul. 98-15 indicate that where a charity’s primary activity is
conducted through a partnership, then the charity must control the
partnership to ensure that operations are conducted in furtherance of
charitable purposes. See also Plumstead.

.

The affairs of the Partnership are managed by the Managing General #
Partners who are.also the three general partners ocf@lR. @l is not
just a main developer but also the manager of the Partnership. The & |
Partnership is controlled by the for-profit partners who have no

obligations to put the charitable motive over the economic incentive.

This Development is your sole housing program at this time. The .
Partnership gives the Managing General Partners and |Il'considerable
control over its affairs. As a non-managing general partner and a
minority general partner, you have no voice in the affairs of the
Partnership to assure that it will carry out a charitable housing
program. If you cede control over.your sole housing project to for-
profit partners having an independent economic interest in the same
activity and having no obligation”to:put,charitable purposes ahead of




profit-making objectives, you cannot’assure that the Partnership will
in fact be operated in furtherance of ‘charitable purposes.
Considering the structure of the Partnership, we find that you lack
the requisite control-over the Partnership required under Redlands,
Housing Pioneers, and Rev. Rul. 98-15."'The for-profit partners to
whom you have yielded control have.écanm;c goals strikingly
different from and often in conflict with the chari.able goal of
providing low-income housing. e L

In Plumstead, no partners have control over ‘the exempt general
partner in the management of the’afgaitsvof*the partnership.
Although Plumstead may permit a charitable organization’s operation
as a general partner in limited partnerships’when specified
conditions exist, Housing Pioneers makes:it clear that, when an
organization fzils'one or more of the conditions of Plumstead, such
organization cénnot rely on that case to establish its gqualification
for exemption. -

Since the three for-profit general partners own the majority of the
general partnership interest and are the Managing General Partners,
they have control over qualification-and substantive operation of the
Partnership. Such controls ~etained by the Managing General ~artners
are inherently intrusive to your sole housing project and thus to
your operation. Although you agree to comply with Rev. Proc. 96-32,
the Partnership Agreement and other documents provide no evidence
that you have sufficient control over the operation of the
Partnership to assure that its housing program is charitable and in
compliance with the safe harbor.

You state that WA anc ynu were actively involved in the formation of
the Partnership. You also state that @R materially participates in
the day-to-day operation; therefore, you arg-abiy run the daily.«
operation because Wl and you have the same guv>rning board. It is
important to notesthat the Property Management Agent manages the
property, and the Managing General Partners manage the affairs of the
Partnership. You may not claim that you materially participate in
the operation of the partnership because as the Property Management
Agent, YR does not manage the Partnership. The Managing General
Partners and the Property Management Agent play two different roles.

As discussed in Moline and Britt, the activities of S cannot
ordinarily be attributed to you, an affiliate, because WA and you
are two separate entities and each conducts its own activities.
although @8 is the Property Management Agent, it does not eliminate
the private benefits to the for-profit parties inherent now and in
the future. Furthermore, the property management service is not an
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exempt activitv described in section 501 (c) (3) but a commercial
activity.

Although you do not unconditionally guarantee the tax credit
shortfalls and recaptures, development. cost overruns, and operating
deficits, your Novenbes i, V20T le:ter s-ates that your share of the
development fees will decrease as a ‘result of lower capital
con*ributions being contributed to'thgﬁpeyeldpment. ‘As discussed in
the Partnership Agreement.specificql;j}Séﬁtion 4.4 that the capital
contributions of the Limited Partnérgyillﬁbe“reduced‘due.tb tax credit
shortfalls and recaptures. Therefoge;dypur.share'of the development
fee is in fact used to subsidize any tax credit shortfalls and
recaptures. . ' Cd ‘

You state that yo@k-sole activity is not to act as a General Partner
in the Partnership; but also to receive development fee and other fees
payable to the General Partners.ﬂ“Thé'deveIOPmeht activity is not an
sctivity in furtherance of an_exempt;pqrposé}' As a co-developer, you
are not actually providing the low-income housing. Rather, such
development is simply a commercial activity. ‘Thus, you have the
primary commercial purpose of operatingfan}unrelated trade or business
prohibited under section 1.501 (c) (3)-1(e) of the regulations.

You allow the Managing General Partners and @B to take advantage of
Development services Agreement, the perpetual Incentive Fee Agreement,
and any other agreements. Moreover, the Redlands court holds that
the incentive compensation arrangements such as the incentive
management fee that you share with WllR provide incentives to maximize
profits at the expense of charitable objectives. 1In addition, when
the Limited Partner invests in the Partnership, its capital is at
risk and it is uncertain that the Limited Partner will get a return
on the investment.. BY guaranteeing a return on investment as 'ﬁ
described in sections 4.4, 7.6, etc., the Limited Partner’s risk is
removed and its speculation is paid off as projected. Your operation
results in substantial privsate penefits to Wl the Managing General
partners, and the Limited Partner that are not incidental to the
operation of a charitable organization. ‘

Despite the close relationship with W9 and its involvement in the
Development, the housing provided through the partnership is not a
charitable activity under section 501 (c) (3) for lessening the burdens
of government under Rev. Ruls. 85-1 and 85-2 because of the
substential private benefits provided to Wi, wmGeidriey  Bildnesls,
WR, and the Limited Partner.

Like in Harding Hospital, Leon A. Beeghly, Wwestward Ho, est of Hawaii,




and American Campaign, you cann 2 :
1nteresteu Fersons- and Stlll serve public purposes wrthin the meaning

o1 he Regulations. ‘As discussed
in Better Bu51ness Bureau,'if an .iga ~is not: operated ,

exclusively. for. ‘public; purpo‘es, exemptio “may: be precluded This is
applicable even if ‘the" Developme, ,meet ' safe harbor guideline in
Rev. Proc. 96 32,

Conclusion:

excluSively for ch ritable purp" ubstantially for the purpose
of benefiting pri ate interests

Accordingly, based ‘on all the fact ircumstances, ‘we conclude
that you do not qualify for. recognition of‘exemption from federal
income tax as an organization described i ection 501 (c) (3) :of the
Code. Your activities are 1ndistinguishable from’ similar activities
of an ordinary commercial enterprise You have not demonstrated that
you are operated exclusively for exemn ;purposes.‘




